Using banks in the syndicated lending market, we discuss a firm-specific strategy that has been overlooked by the literature, namely, that self-regulated firms pressure other non-self-regulated firms in an attempt to reduce effort asymmetries when collaborating.
Introduction
A firm's reaction to customer pressure and threats for stricter regulation is often to selfregulate (Segerson and Miceli, 1998; Maxwell, Lyon, and Hackett, 2000; Grajzl and Murrell, 2007; Pistor and Xu, 2003; Lenox and Nash, 2003) . While firms are typically assumed to interact with customers and governmental agents when opting for self-regulation, firms also interact with other firms in the industry they belong to and such interactions may also influence self-regulation choices by firms. The existing literature overlooks these inter-firm interactions when studying self-regulation and our study fills this gap. In particular, we investigate the adoption of self-regulation by firms interacting through collaboration with the aim to advance our understanding of how inter-firm collaborations affect the degree and speed at which firms self-regulate.
We use the global syndicated lending market to discuss a firm-specific strategy overlooked by the literature, namely, that self-regulated firms pressure non-self-regulated firms in an attempt to reduce effort asymmetries when collaborating. We develop a framework to show when such a strategy is likely to be present. This framework is built on the view that the costs and benefits of collaboration are equally shared among self-regulated firms that collaborate. However, when self-regulated firms collaborate with non-self-regulated firms, the effort they exert is likely to differ. In particular, we find that when firms collaborate, self-regulated firms pressure non-self-regulated firms to become self-regulated with the purpose of reducing effort asymmetries, and such pressure increases with the length of their collaboration. This paper is organized as follows. Section 2 presents the theory and hypothesis.
Section 3 presents the empirical framework, and section 4 presents the data used. Section 5 contains the results, followed by robustness tests in section 6. Section 7 concludes.
Theory and hypothesis
Self-regulation by firms is a fast growing and important complement to existing regulation and policies (Kolk and van Tulder, 2002; Grajzl and Murrell, 2007) . Following the ramping up of market internationalization and globalization in the 1980s, international production and investment became more complex creating a momentum for new regulatory initiatives (Kolk and van Tulder, 2002) . Since then, firms operating transnationally have been often challenged by governments and Non-Governmental Organizations (NGOs) to develop and adopt new forms of regulation to address their transnational practices. Consequently, by the early 2000s, a total of two thousand forms of self-regulation pertaining to issues ranging from maritime transport, taxation, lending, to human rights existed (Kolk and van Tulder, 2002) .
Self-regulation is often a firm's strategic response to restrict its own conduct to avoid stiffer regulation by the government (Segerson and Miceli, 1998; Maxwell, Lyon, and Hackett, 2000; Grajzl and Murrell, 2007; Pistor and Xu, 2003; Lenox and Nash, 2003) . As such, self-regulation has been studied as the interplay among three set of actors: consumers, firms and government (Maxwell, Lyon, and Hackett, 2000; Nunez, 2001; DeMarzo, Fishman, and Hagerty, 2005; Grajzl and Murrell, 2007) . According to this setting, consumers purchasing products from firms pressure the government, some times through NGOs or other organizations, to implement a stricter regulation onto firms because a stricter regulation is expected to decrease any information asymmetries about the product and services firms supply (Grajzl and Murrell, 2007) . In this way, consumers are able to discriminate the firms providing high-quality products and services from those that do not. As a result, governments respond to consumers' pressure by threatening firms with imposing mandatory regulation. Consequently, firms trade in the mandatory regulation for self-regulation (Grajzl and Murrell, 2007; Maxwell, Lyon, and Hackett, 2000) . Such an interplay among customers, government and firms is illustrated in the right-hand side triangle in Figure 1 .
[Insert Figure 1 here] Self-regulation can strategically prevent governmental regulation often resulting in selfregulated firms experiencing a higher demand because the uncertainty about product and service quality decreases. Self-regulation tends to soften competition among participating firms, and typically improves a firm's reputation (Maxwell, Lyon, and Hackett, 2000; Short and Toffel, 2010; King, Lenox, and Terlaak, 2005; Potoski and Prakash, 2005; Benabou and Tirole, 2006; Arora and Cason, 1995) . Firms may also choose to self-regulate in order to differentiate their products, reduce risk, reduce insurance premiums, circumvent government failure, improve their customer relationships, implement and/or increase standards along the supply chain, and/or avoid boycotts and formal accusations (Lenox and Nash, 2003; Diller, 1999; van Tulder and Kolk, 2001) . Furthermore, the legal environment surrounding firms may also influence their choice for self-regulation. For example, Maxwell, Lyon, and Hackett (2000) , Grajzl and Murrell (2007) and LaPorta, de Silanes, Schleifer, and Vishny (1997) find that self-regulation is also contingent on firms being located in a country with a civil law system. Granted, not every firm and industry opt for self-regulation. Possible reasons for not self-regulating include opportunity costs and lack of improved financial performance (Lenox and Nash, 2003; Maxwell, Lyon, and Hackett, 2000) .
But what role does firm collaboration and interaction play in self-regulation? As governments respond to consumer pressure and urge firms to self-regulate, firms' best response may very well be a collective action (Lenox and Nash, 2003) , e.g., firms jointly becoming self-regulated with the purpose of restricting their own conduct in order to avoid a mandatory regulation from the government. An important condition for collective action to occur is for firms to have some form of interaction, which may occur through collaboration among firms, as illustrated in the left-hand side section of Figure 1 . To understand how firm interactions facilitate or hinder collective action, we need to understand who bears the costs and benefits of self-regulation. With perfect collective action, e.g., a situation where all firms in an industry become self-regulated, all firms bear the regulatory effort cost and reap the benefits. In contrast, when only some firms in the industry self-regulate, selfregulation can lead to an effort asymmetry between self-and non-self-regulated firms. To see why this is the case, let us start from the premise that the self-regulated firm is committed to being self-regulated and to deliver the high-quality product the consumer expects.
Therefore, the self-regulated firm faces a choice between two possible actions. On the one hand, the self-regulated firm may choose to collaborate with the non-self-regulated firm as it results in the latter ripping collaboration benefits without exerting the effort the selfregulated firm is required to exert in order to produce the high-quality product consumers expect. On the other hand, because of the difference in effort exerted, the self-regulated firm may opt to pressure the non-self-regulated firm into becoming self-regulated as well.
By peer pressuring the firm with whom it collaborates, the self-regulated firm aims at reducing future effort and increasing the number of self-regulated firms. As more firms become self-regulated, the reputation and credibility of the self-regulation increases, and it legitimizes (Potoski and Prakash, 2005) . Our main hypothesis is thus: Hypothesis: Self-regulated firms pressure their peers to adopt self-regulation.
The case of the Equator Principles
An example of the theory described in the previous section is observed among collaborative banks that may self-regulate by adopting the Equator Principles, an industry-wide set of voluntary guidelines for promoting social and environmental responsibility among banks.
Before explaining the role peer pressure plays in bank self-regulation, we first explain the Equator Principles and their role in bank lending.
Before 2003, an industry-wide legislation addressing the environmental and social risks associated with bank lending was non-existent (Esty and Sesia, 2005; Scholtens and Dam, 2007) . Consequently, banks were targets of high-profile campaigns from NGO's and other organizations for their involvement in projects with large and negative environmental and social damages. This lack of an industry-wide regulation in combination with these campaigns pressured the banking sector into developing a form of regulation to address such issues. As a result a set of voluntary guidelines, or self-regulation, called the Equator Principles were drafted to promote social and environmental responsibility among banks. On June 4, 2003 eight banks announced the voluntary adoption of these principles (Scholtens and Dam, 2007; Esty and Sesia, 2005) . The eight banks first adopting the Equator Principles were Barclays (United Kingdom), Citigroup (United States), Crèdit Swisse Group The Equator Principles apply to a specific type of bank lending called project finance, which is a form of long-term financing primarily used for infrastructure and development projects (Kleimeier and Megginson, 2000) . These projects consist of two main phases, construction and operation (Soge, 2004) . The construction phase is prone to technological and environmental risks. The operation phase is prone to market and political risks.
As these problems arise during the project, banks become the target of multiple public campaigns which aggravate as banks are more active in project finance lending. In the case of the Equator Principles, BankTrack is a support organization responsible for promoting changes in banks' financing activities such that banks are held accountable toward environmental and societal damages. BankTrack monitors and publishes projects led by banks with a potentially high and negative impact on the environment, society, or both.
Through these public campaigns, banks experience public pressure to change their lending behavior. As argued in the theory section, banks may then be more likely to react to such public pressure by adopting the Equator Principles.
Due to their large scale, project finance loans require large amounts of capital. As a consequence, project finance loans are often syndicated. Loan syndication refers to the joint issuance of loans by more than one bank. 2 Banks in a loan syndicate are either lead arrangers or participants. Lead arrangers are the most active banks in the syndicate because they are responsible for establishing a relationship with the firm, negotiating the loan terms, guaranteeing an amount for a price range, and monitor the borrower (Sufi, 2007; Gopalan, Nanda, and Yerramilli, 2011). 3 By forming a syndicate, banks diversify their loan portfolio, share risk and (monitoring) skills, and can more easily meet capital constraints (Simons, 1993; Ivashina and Scharfstein, 2010; Dennis and Mullineaux, 2000) . In a syndicate with lead arrangers having different knowledge, experience, expertise, and specializations, lead arrangers can leverage each other's skills with the purpose of reducing information asymmetries in the loan arrangement process (Tykvova, 2007; Sufi, 2007; Champagne and Kryzanowski, 2007; Godlewski, Sanditov, and Burger-Helmchen, 2012; Alexy, Block, Sandner, and TerWal, 2012) .
The most important costs associated with loan syndication result from agency problems causing differences in the effort banks exert when arranging loans, in particular when the differences in skills and competence levels among syndicate members are substantial (Gopalan, Nanda, and Yerramilli, 2011; Holmström, 1979 Holmström, , 1982 Panyagometh and Roberts, 2002; Lee and Mullineaux, 2004; Tykvova, 2007) . For example, if a member of a syndicate is much more competent (i.e., has better knowledge, more experience, etc.) than another, the latter may free ride with the former exerting more effort in the syndication process.
For banks that have adopted the Equator Principles, competence and effort sharing through syndication are particularly important because of the due diligence the Equator Principles require. Banks that adopt the Equator Principles follow the International Finance Corporation (IFC)'s safeguard policies and the World Bank's Pollution Prevention program (Scholtens and Dam, 2007) . In general, banks categorize projects, conduct social reviews, and perform due diligence of the projects they are to finance. 4 According to the Equator Principles, projects to be financed are classified into one of three categories:
A, B or C. Category A projects have a "potentially significant adverse social or environmental impact that is diverse, irreversible or unprecedented" (The Equator Principles Association, 2015). Category B projects have a potentially limited adverse social or environmental impact that are site-specific, mostly reversible and can be mitigated. Last, Category C projects have a minimal or no social or environmental impact (The Equator Principles Association, 2015).
When a project falls in either category A or B, banks conduct social reviews and perform due diligence. Social reviews involve affected stakeholders, clients, as well as independent environmental and social consultants assisting in the project review and as- Guidelines. For projects in designated countries, the Equator Principles requires adherence to the laws, regulations and permits pertaining social and environmental issues of the host country.
Next, the borrower of the loan also known as the client, prepares an Environmental and Social Management Plan (ESMP). As part of this plan, the client engages stakeholders to address and mitigate potential issues identified in the assessment process. In addition, independent environmental and social consultants participate in the process by assessing the documentation and systems put together by the banks and the borrower. Finally, banks prepare public reports on their Equator Principles implementation processes and experiences at least once per year.
In practice, it is common to observe project finance loans being syndicated by a mix of banks that have adopted the Equator Principles and banks that have not adopted the Equator Principles. Since adopters of the Equator Principles are committed to the regulation and non-adopters are not, syndication by banks suggests that adopters exert more effort when jointly lending with a non-adopter of the Equator Principles because of the due diligence they are required to conduct. Hence, we conjecture that syndication of project finance loans by banks that have adopted the Equator Principles and banks that have not leads to an effort asymmetry between adopters and non-adopters.
As a result, we expect a bank that has adopted the Equator Principles and syndicates a project finance loan, with a bank that has not adopted the Equator Principles, to pressure the non-adopter. In this way, the adopter can reduce effort in future syndicate collaborations while contributing to the legitimization of the principles by increasing the number of adopters. We refer to this behavior as peer pressure.
In sum, the emergence of the Equator Principles as a form of self-regulation is a response 
Empirical framework
We have conjectured that self-regulated firms, when collaborating with non-self-regulated firms, may opt to exert peer pressure on the non-self-regulated firm with the purpose to reduce any effort asymmetries. In particular, we are interested in the event of a bank adopting the Equator Principles given that it collaborates with a bank that has adopted the Equator Principles and possibly exerts pressure on its peer bank with the purpose of reducing effort asymmetries in their collaboration. There are three conditions we require from our empirical setup. First, we want to account for banks that have not yet adopted the principles, but may nevertheless do it later at some unknown time. Second, we want to recover an estimate of the speed of adoption. Third, we want to account for the development in the syndicated lending market as environmental changes into our specification model. In order to model the event of a bank adopting the Equator Principles, we therefore estimate a Cox proportional hazards model, which fulfills all three conditions. Equation
(1) summarizes our empirical setting:
where the left-hand side term in Equation (1) is the hazard of bank i adopting the Equator Principles. On the right-hand side of the equation, we find a baseline hazard function, a set of covariates, and a set of coefficients to be estimated. The first term on the right-hand side, λ 0 (t), is the baseline hazard, a time-dependent unspecified term that allows environmental changes to be treated as an arbitrary function of time. The set of covariates includes Peer
Pressure ij , which is our proxy for our main hypothesis, and a group of controls to be explained in greater detail in the next paragraphs. β pp , and β c are coefficients explaining the effects of Peer Pressure ij , and controls on bank i 's likelihood of adopting the Equator Principles, respectively. Although we exclude all time subscripts for ease of exposition, it is important to note that our covariates are time-varying, and they are measured for the same time period, unless otherwise specified.
Our main covariate is called Peer Pressure ij . According to our hypothesis, the peer pressure exerted by bank j steers bank i into adopting the Equator Principles. Hence, β pp is an estimate of the propensity of bank i with Peer Pressure ij to adopt the Equator Principles, and we expect β pp to have an effect greater than one, that is, a positive effect toward the adoption of the principles. We measure Peer Pressure ij as the concentration of bank j 's collaborations with bank i , given that bank j is an adopter of the Equator Principles. In the context of our empirical framework, the mechanism underlying peer pressure can be explained as follows: if bank j is an adopter of the Equator Principles and collaborates with bank i , and the collaboration between bank j and bank i intensifies, then the effort asymmetry between bank j and bank i increases. It increases because every time bank i (non-adopter) and bank j (adopter) collaborate, bank j is responsible for conducting all due diligence required by the Equator Principles Association. That is, bank j exerts more effort in the loan arrangement process than bank i every time they collaborate. Therefore, in an attempt to reduce these effort asymmetries, bank j is expected to exert peer pressure on bank i into adopting the Equator Principles as well.
Equation (2) below shows how Peer Pressure ij is calculated:
where I j is an indicator variable equal to one when bank j is an adopter of the Equator Principles and equal to zero otherwise. To measure the intensity of the collaboration between bank i and bank j , we define a variable called Concentration ij corresponding to the ratio between the number of joint loan syndications between bank i and bank j to the total number of syndications bank j has been involved in. Thus, Peer Pressure ij is greater than zero only when bank i and bank j collaborate through loan syndications and when bank j is an adopter of the Equator Principles.
We employ a set of controls to capture various other elements affecting the syndication process and the likelihood for adopting the Equator Principles. These controls include measures whether a bank has been the target of public campaigns led by BankTrack.
We obtain such information from BankTrack's website, which reports banks' financing activities of projects posing social and/or environmental challenges if implemented and labels them as "dodgy deals." Public Pressure
is then equal to one if bank i is listed as the financier of a "dodgy deal" at time t-1 and zero otherwise.
Finally, a bank operating in a country with a weaker environmental, social and governance transparency may be more inclined to adopt the Equator Principles to complement the lack of existing regulation. We therefore use Bloomberg's Environmental, Social and Governance (ESG) reporting transparency measures for the country in which bank i is headquartered.
Data
The Loan Pricing Corporation's DealScan database provides us with data on global corporate loans, which also include data on syndicated loans. DealScan is the main data source for research in syndicated lending (Dennis and Mullineaux, 2000; Sufi, 2007; Champagne and Kryzanowski, 2007; Francois and Missonier-Piera, 2007; Gatti, Kleimeier, Megginson, and Steffanoni, 2013; Godlewski and Weill, 2008; Godlewski, Sanditov, and Burger-Helmchen, 2012; Gopalan, Nanda, and Yerramilli, 2011; Ivashina and Scharfstein, 2010; Jones, Land, and Nigro, 2005) . Since the Equator Principles were drafted in 2003, we collect data on loan originations from 2003 through 2010. The data provided by DealScan allows us to observe the syndicate structure of these loans. In line with Sufi (2007) we identify lead arrangers from DealScan's "Lead Arrangers" field or -if missing -from the banks listed with a lead role in the "All Lenders" field. Adopters of the Equator Principles are identified among these lead arrangers taking their year of adoption into account. 7
The adopters of the Equator Principles
In order to understand the differences in lending activities, we compare the banks that have adopted the Equator Principles to the banks that have not adopted the Equator Principles. Table 1 An interesting aspect is that project finance loans make up only two percent and one percent of the lending portfolios for non-adopters and adopters, respectively. 8 On the face of it, adopting the Equator Principles thereby does not appear to be driven by the materiality of project finance lending for these banks.
Since adopters of the Equator Principles syndicate more loans, we expect them to collaborate with more banks as well. Indeed, adopters of the Equator Principles collaborate almost ten times more than non-adopters both with fellow lead arrangers and with any bank in any particular role, as variables Number of Lender Collaborations and Number of Arranger Collaborations indicate.
[Insert Table 1 here]
The picture that emerges from Table 1 is similar to the one drawn by Scholtens and Dam (2007) : the number of banks adopting the Equator Principles is small yet the impact of adoption is large. Additional support for this finding is provided in Table A1 in Table A2 in the Appendix, we learn that the Netherlands leads in terms of adoption, followed by Canada, France, the U.S. and U.K. 10 Whereas the U.K. has the largest number of early adopters, French banks are slow in adopting. Although they started fairly late, countries such as Brazil, Spain and South Africa, each also headquarter a fair number of adopters.
Lead arranger collaboration network characteristics
In order to study the peer pressure effects adopting banks exert on non-adopting banks, we focus on bank-pair syndication relationships and we study them through an observation period of eight years. The bank for which we measure adoption is referred to as bank i and the bank that possibly exerts peer pressure is referred to as bank j . Because bank i and bank j may not syndicate loans every year in our observation period, our panel of observations is unbalanced.
To estimate the survival probabilities of adopting the Equator Principles, only banks active in syndicating project finance loans, that is, banks jointly arranging at least one project finance loan between 2003 and 2010, enter the study. We exclude bank i if not active in the project finance loan market as it has no intrinsic need or interest in adopting the Equator Principles, and we also exclude banks that do not jointly arrange loans with others as they are not subject to peer pressures. In contrast, we consider all bank ibank j collaborations, irrespective of whether bank i and bank j collaborate through project 9 We calculate the market share of adopters as the total project finance loan amount arranged by adopters of the Equator Principles within the league table divided over the total project finance loan amount arranged by all banks in the league table. 10 The data reported in this table has been collected from the Equator Principles Association's website and it includes information like the country of origin of adopters and year of adoption. Note that the number of adopters by country may differ between the ones reported in Table A2 and our sample because our sample includes those banks that are active in project finance and report their lending activities to Loan Pricing Corporation for publication in their DealScan database. Therefore, we have fewer banks in our sample.
finance or any other type of syndicated loans. This reflects our belief that bank j exerts peer pressure onto bank i via all forms of syndicated lending. The status variable observed in our survival estimation indicates whether bank i has adopted the Equator Principles.
We censor bank i if it has not adopted the Equator Principles.
[Insert Table 2 here] Table 2 presents the summary statistics of the covariates used in our survival model.
Among the total of 41,403 bank-pairs that co-arrange loans between 2003 and 2010, the average bank i receives a peer pressure equal to 1%. That is, the average bank that arranges project finance loans makes up 1% of the portfolio of collaborations of bank j , which has adopted the Equator Principles. While this average is low, the impact on the adoption of the Equator Principles is large because 4% of all bank i 's receive a peer pressure of 50% or more. This suggests that bank syndications are diffused throughout the network formed by the banks in our sample; nevertheless, some of these syndications are highly concentrated.
On average, however, a bank i collaborates with slightly more than 20 adopters, as shown by the variable Number of Equator Relationships i in Table 2 .
We observe that the level of project finance activity by banks is highly skewed with a median of four and an average of 12.98 project finance loans, respectively, and with some banks partaking in a substantial number of project finance loans that can reach up to 124 loans in a given year. On average, 21% of all banks active in project finance arrange receive public pressure from BankTrack because one or more the projects they finance are classified as "dodgy" and published on BankTrack's website. In terms of geographical characteristics, we classify banks by the country in which they are headquartered according to Bloomberg's 2010 Environmental, Social and Governance (ESG) country classification. 11
Higher ESG country scores correspond to countries with better Environmental, Social and
Governance data disclosure as measured in Bloomberg's Sustainability Survey. While in theory these scores can reach a maximum value of 100 for countries with a complete data disclosure, the highest score in our sample is 63.58 and it corresponds to Sweden. On average, the banks in the study come from a country with an ESG profile of 53.72, a value close to the one assigned to countries like Mexico or Israel. The lowest score in our sample is equal to 33.41 and it corresponds to Saudi Arabia.
Results
Our main aim is to find out whether peer pressure influences the likelihood of adopting the Equator Principles, its implications, and to see how robust peer pressure is in the presence of other types of pressure banks may experience when syndicating loans.
We begin by estimating the effect of peer pressure. [Insert Table 3 here]
First, we estimate our base model, without accounting for a bank's public pressures or its country's ESG profile. The results of our base model are included in column (1) in Table   3 . Next, we add the impact of public pressure in column (2), and the role of governance in bank i 's country of origin in column (3). In column (4) we include both variables, Public Of all the reported specifications in Table 3 , column (4) contains our most complete model and explains 13.42% of the variation in the hazard of the adoption of the Equator Principles. We therefore focus our discussion on the results reported in column (4).
Through peer pressure, bank j , an adopter of the Equator Principles, is able to influence bank i into adopting the principles as the hazard ratio of 2.575 reflects. This finding supports our main hypothesis. In order to assess the relevance peer pressure on the adoption of self-regulation, we calculate the relative risk for varying values of Concentration ij both when bank j is an Equator Bank and when it is not. 13 We find that when bank i 12 Recall that in our estimates, the time-varying likelihood of adopting the Equator Principles is proportional to an unspecified baseline hazard function (Cox, 1972) . To estimate the hazard model in this manner, we have to assume that the covariates are proportional to the baseline hazard function. We tested this assumption in two ways. First, we look at the martingale residuals following Lin, Wei, and Ying (1993) . We fit an observed empirical score process based on martingale residuals. Then, based on 1,000 random simulation paths, we draw an empirical score process and compare the simulated and observed scores. Since they are not different from each other, we cannot reject the proportionality assumption. Second, we use Schoenfeld Residuals, calculated as the difference between the covariate value for observation i and its expected value, where observation i experiences the event (adopts the Equator Principles). We then test these residuals for time independence, and we find that since they are indeed independent of time, the proportionality assumption holds. 13 Relative risk is calculated as follows:
, where φ ∈ R and ψ ∈ R are the values for which the collaborates with an Equator Bank j and this collaboration concentration increases by one standard deviation, or by 0.03, bank j will adopt the Equator Principles at a rate of 8%.
As collaborations become more concentrated and increase by two and three standard deviations, or by 0.06 and 0.09, the likelihood of adopting the Equator Principles is 16.7% and 26.1%, respectively. In other words, as peer pressure increases, the likelihood of adopting the Equator Principles increases as well.
While banks arranging a large number of project finance loans may be more likely to adopt the Equator Principles, we do not find any significant effect. And, even with a statistically significant hazard rate equal to 1.002 in specifications (1) and (3), we can conclude that the number of project finance loans arranged has a minimal effect in the adoption of the Equator Principles: for each additional project finance loan bank i arranges, the likelihood of adopting the Equator Principles increases by only 0.20%, all else equal.
For this type of pressure to be meaningful, say resulting in an increase in the likelihood of adopting the Equator Principles of 5%, bank i has to increase the number of project finance loans it arranges by 20 loans in any given year. This increase is sizable given that the 75 th percentile corresponding to the number of project finance loans banks arrange is only equal to 15.
The multiple collaborations bank i has with other Equator banks, proxied by the variable Number of Equator Relationships i , may influence a bank's tendency to become selfregulated. According to the results presented in Table 3 , these collaborations indeed increase the likelihood of adopting the Equator Principles, with a hazard ratio of 1.068.
Since the average bank i collaborates 20 adopters through multiple other loans, we can calculate the sensitivity an increase in these collaborations has on adoption. 14 For a bank not collaborating with adopters of the Equator Principles, arranging a loan with a single adopter increases the likelihood of adoption by 1%. This relative hazard increases to 6%, 9%, and 12% as the number of equator relationships increases to two, three and four, respectively. However, the relative hazard plateaus once the change in the number of collaborations is greater than four, demonstrating that there are decreasing returns to scale to this type of pressure.
Banks being targets of public campaigns experience a public pressure influencing their adoption of the Equator Principles. In fact, banks encountering public pressures from relative risk is to be calculated. 14 From Table 2 , we observe that the number of Equator relationships ranges from 0 to 49.
BankTrack have a 34.1% higher likelihood of subsequently adopting the Equator Principles as opposed to banks not receiving such public pressures. It appears that the adoption of the Equator Principles as a form of damage control is a rather popular strategy by banks.
Interestingly, banks headquartered in countries with (other) strict ESG rules are less likely to adopt the Equator Principles, although to a lower extent. For example, all else equal, a bank headquartered in Sweden (with the maximum ESG score of 63.58) is 2.5% less likely to adopt the Equator Principles than a bank headquartered in Mexico (with an ESG score close to the sample average and equal to 54.09). Even when we compare a Swedish bank to a bank headquartered in Saudi Arabia (with the minimum ESG score of 33.41), the difference in the likelihood of adoption is a mere 7.6%.
In sum, we find that adoption rates increase with the relative intensity that a nonadopter collaborates with an adopter (peer pressure), the absolute intensity that a nonadopter collaborates with an adopter (Collaborations ij ), and the number of different adopters that a non-adopter collaborates with. We conclude that self-regulation will spread more quickly and become the standard in an industry that is more interconnected. For policy makers this suggests that self-regulation is a good strategy for highly-connected industries, whereas, explicit or mandatory regulation may be a better choice for industries in which firms collaborate less closely and intensely.
Since we are assessing the impact of peer pressure on adopting self-regulation, it is of particular interest to study the effects of the accumulation of pressure. In order to do so, we use our survival analysis model to dig deeper into the time patterns of adoption. The survivor function in Figure 2 illustrates how pressure builds up: we can see that survival rates decrease (adoption of the Equator Principles increases) as the observation period increases. For example, we see that in the first two periods (years) of observation, adoption does not occur. However, adoption then increases to 40% after the third time period, and ends with a 92.5% adoption likelihood by the end of the eight observation time periods. This means that for a bank i whose covariates are equal to the average, likelihood of adopting the Equator Principles increases from zero to 92.5% after eight years. In other words, bank i adopts the Equator Principles with a rate of 92.5% after eight years of receiving peer pressure of 1%, social pressure of 12.98, collective peer pressures of 19.59, while collaborating with an adopter of the Equator Principles 23% of the time. In reality, it is rare that a bank is the subject of all types of pressure at the same time, which explains why actual adoption rates are much lower.
Robustness
The extent to which firms feel pressured into adopting self-regulation may be different in extreme situations, encountered by only very few firms. In order to find out whether such extreme situations drive our results, we now delve into three of those extreme situations for bank i . First, we focus on banks extremely active in project finance. Next, we focus on banks operating in regions where the Equator Principles are extremely popular. Finally, we focus on banks experiencing extreme peer pressure.
Activity levels in project finance arrangement
In the syndicated loan market for project finance, not all banks are equal. As evidenced by the existence of league tables such as in Table A1 , some banks are particularly active, acting as the spiders in the syndicated lending web. Consequently, to find out whether these active banks drive our results, we repeat our analysis, but this time we explicitly account for whether banks are very active, or less active in project financing.
In order to conduct this complementary analysis, we include three additional (dummy) variables. Number of Project Finance Loans i ≤3 indicates when a bank is in the lowest quartile of arranging activity in the market. Banks in the most active quartile are indicated with the variable Number of Project Finance Loans i ≥18, and the second most active quartile is indicated by Number of Project Finance Loans i >6 and <18. The control group in our analysis is the second quartile, which is closest to the average. In order to fully understand the effects of project financing and peer pressure on the adoption of the Equator Principles, we interact our new indicators with our covariates Concentration ij and Equator Bank j .
[Insert Table 4 here]
We find that Peer Pressure ij , remains robust throughout all four specifications reported in Table 4 . As is to be expected, the impact of Number of Project Finance Loans i is now significantly less than one suggesting that as banks arrange more project finance loans, the tendency to adopt the Equator Principles decreases. However, the effect is rather small at 0.3%.
The main lesson learned from the results presented in Table 4 comes from what happens to those banks that are most and least active in project finance, respectively. We observe the likelihood of adoption in both groups being lower than for the benchmark average group. However, in order to accurately compare both groups, we need to take all cross terms into account. Doing so allows us to find that banks arranging less than three project finance loans have a 74% higher likelihood of adopting the Equator Principles than a bank arranging between six and 17 project finance loans. 15 This suggests that the least active banks in the market are in fact more sensitive to peer pressure effects than the more active and established banks.
Countries with a large numbers of banks adopting the Equator Principles
The cumulative impact of peer pressure may not just manifest itself through repeated interactions with an adopter of the Equator Principles, but also in the aggregate. In order to find out how peer pressure fares in countries where the adoption of the Equator Principles is particularly common, we select a sub-sample of banks operating in those countries. We refer to Table A2 in the Appendix, and select Canada (seven adopters),
The Netherlands (six adopters), Australia, Brazil, France, the U.K. and the U.S. (four adopters each), and Japan and South Africa (three adopters each). Table 5 presents the results.
[Insert Table 5 here] Indeed, the impact of peer pressure is higher for this sample. Our independent variable, Peer Pressure ij , remains robust throughout all specifications. The likelihood of peer pressure in adopting the Equator Principles, given that there is a collaboration with an 15 For regression 4, the relative risk is calculated as follows: adopter of the Equator Principles is 62.5% higher than in the absence of such a collaboration. 16 Meanwhile, the effect of all other variables remain robust with the exception of the Number of Project Finance Loans i , which now has a hazard rate less than one but its effect is marginally small.
Extreme peer pressure
Our final robustness test concerns the impact of extreme peer pressure on the likelihood of adopting the Equator Principles. In order to study this, we have to re-assemble our dataset. In our analysis so far, we have studied pairings between banks over time. Now, we wish to measure extreme peer pressure, i.e. the maximum amount of pressure a bank receives in a given year from all the banks with whom it collaborates.
We thereby redefine our measure for peer pressure as follows: 17
where Peer Pressure i now corresponds to the maximum peer pressure bank i receives from all its collaborations with adopters of the Equator Principles. Certainly, when bank i collaborates with just one adopter, then Peer Pressure i is equal to the peer pressure the one adopter exerts. When bank i does not collaborate with any adopters, then Peer Pressure i is equal to zero. In order to be consistent, we also redefine Equator Bank j as an indicator variable equal to one if bank i has any collaborations with adopters of the Equator Principles, and zero otherwise. We now define Concentration ij as the maximum concentration that bank i has with any bank j . We use the same covariate definitions for Number of Project Finance Loans i , Number of Equator Relationships i , Public Pressure t−1 i , and Country ESG i as these covariates pertain to bank i only.
[Insert Table 6 here]
From Table 6 , we learn that the impact of peer pressure almost doubles when we focus on extreme peer pressure. The Number of Project Finance Loans i is no longer significant. Public pressure no longer plays a role in the adoption of the Equator Principles when peer pressure is at its maximum. Being headquartered in a country with a good ESG profile gains importance, but in this -more aggregate-analysis it appears to cover some of the other sources of pressure, such as that coming from collaborations with Equator banks which loses statistical significance when controlling for Country ESG i .
Discussion
The analysis presented in this study responds to an unexplored issue in the extant literature: the adoption of self-regulation by firms interacting through collaborations. Our findings support the idea that collaborating firms, and in our case collaborating banks, exert pressure on each other to reduce effort asymmetries by adopting self-regulation.
In order to explore the effect of the peer pressure mechanisms self-regulated firms exert on their non-self-regulated peers, we focus on the syndicated loan market in which banks may opt for self-regulation by adopting the Equator Principles and in which banks tend to collaborate by jointly syndicating loans. We find that as banks collaborate, pressure from adopters increases the likelihood of adopting the Equator Principles, as firms pressure their peers into becoming self-regulated.
We conjecture that the incentives for firms to pressure their peers into becoming selfregulated lies in the effort asymmetry that arises from the collaboration between selfregulated and non-self-regulated firms. We show that banks adopting the Equator Principles are tasked with extensive due diligence also requiring the involvement of the borrowing firm and external auditors. When a bank that has adopted the Equator Principles collaborates with a bank that has not adopted the principles, all the due diligence required by the Equator Principles Association is to be carried out by the adopter alone, i.e. the adopter is required to exert more effort. Hence, in an attempt to reduce such effort differences, the adopter exerts pressure on its peer bank such that the bank with whom it collaborates adopts the Equator Principles as well, and the effort asymmetry is reduced in future collaborations.
While in this research, we focus on the adoption of self-regulation, it should be clear that the results presented here apply to many other areas in which collaborations between firms are observed, including for example the adoption of technology, products, and strategic decision making.
However, how generalizable our results are depends among others on the specifics of both self-regulation and collaboration, respectively. First, it is important to study the benefits associated with the adoption of the of the Equator Principles and self-regulation in general. What is the shadow price of adopting the Equator Principles? Is adoption of the Equator Principles associated with the financial performance of the adopting bank?
Are banks more inclined to adopt the Equator Principles as a way to correct their public image after being damaged and hurting their financial performance? Or are the betterperforming banks adopting the Equator Principles? A partial answer to these questions come from an analysis of the reaction of stock prices following the public announcement of banks adopting the Equator Principles. Scholtens and Dam (2007) conduct a similar study and find no effect on the stock returns following the adoption of the Equator Principles and argue this might be due to the small portion that project financing represents within a bank's loan portfolio.
All things considered, in this paper we studied self-regulation in a market in which firms collaborate. In particular, we studied self-regulation by banks in the syndicated loan market as they adopt the Equator Principles. We found that as banks adopt the Equator Principles, they exert peer pressure on their collaborating partners to adopt the principles as well, the reason being to reduce the effort asymmetries that arise from the collaboration between a self-regulated and a non-self-regulated firm. The approach that we propose here can be widely extended and adapted to explore other units of analysis and other types of adoptions besides self-regulation. The survivor function plotted in this figure, S(t) = P {T > t}, represents the survivorship of bank i whose covariate values are equal to the average. The average estimation of this survival function indicates that after 8 years of arranging project finance loans, 92.5% of the banks in our sample adopt the Equator Principles (survival rate= 7.5%) 
